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April 4, 2003

Paul B. Ginsburg, Ph.D.
President
Center for Studying Health System Change
600 Maryland Avenue, SW, #500

Washington, DC 20024

Dear Dr. Ginsburg:

The Senate Finance Committee held a hearing yesterday entitled; "Purchasing Health
Care Services in a Competitive Environment." The hearing raised important questions regarding
the cost-implications of adopting a competitive bidding model for Medicare. More specifically,
the Committee focused on competitive bidding models employed by large health care purchasers
such as the Office ofPersonnel Management, the Department ofDefense, and General Motors.

My judgment is that the cost or savings associated with this approach would depend, in
part, on the ability of private plans to negotiate lower payment rates than providers are currently
paid under the traditional fee-for-service Medicare program. Ifprivate plans could negotiate
lower rates than fee-for-service Medicare, there is a potential for savings. Conversely, if these
plans could not negotiate lower payment rates, spending by the federal government for
beneficiary care would be higher than under current law.

Any cost or savings associated with a competitive bidding approach would also be
influenced by the ability of private health plans, such as preferred provider organizations (PPOs),
to reduce excessive health care utilization. Many argue that the cost-containment tools employed
by health plans today have the potential to reduce the excessive utilization associated with fee-
for-service Medicare.

Quantitative data on these questions are difficult to obtain. I understand that the best data
available to answer these questions may be the survey results that the Center for Studying Health
System Change has collected from its series of community reports over the past several years.
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Based on your research and these reports, I am writing for your assistance in answering
the following questions:

I) What is the available evidence of private health plans' ability to negotiate
lower provider payment rates than fee-for-service Medicare currently
pays? Is there any evidence of excess capacity in the health care system
that would enable private health plans to negotiate lower rates than
Medicare fee- for-service?

2) How do private plans' ability to negotiate lower rates vary across the

country?

3) What is the current trend of preferred provider organizations' (PPOs')
ability to control and'reduce their enrollees' health care utilization of
hospital and physician services?

In the interest of including your answers to these questions as part of the Finance
Committee hearing record, I am hopeful that you can provide a response by 5:00 pm, Thursday,
Apri110, 2003, the deadline for submitted comments.

Thank you for your attention to this request. I am certain that your research into these
matters will inform the Committee's discussion on this very important topic.

Max Baucus


